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On March 26, Finance Minister Alejandro Foxley announced that the administration and opposition
bloc in the national congress had reached agreement on proposed tax reforms. The tax bill, he said,
would be submitted to the congress for approval in the following week. If approved, the legislation
would mandate a 10% corporate tax on accrued income for 1990, to be raised to 15% between 1991
and 1993, and returning to 10% in 1994. The value-added tax (IVA) will be increased from 16%
to 18%. According to a report by Reuters (04/03/90), foreign businesspersons are convinced that
the government's proposed tax hikes will not damage the Chilean economy, nor will they exert a
negative influence on investment. Since President Aylwin was installed March 11, stock prices have
remained stable on the Santiago exchange. The dollar has dropped to 305 pesos from 318. Under the
existing system, reinvested income is exempt and companies are taxed only when they distribute
profits. Chilean businesspersons warned that taxing accrued income would depress reinvestment.
For foreign companies, the current 32% tax on repatriated profits will remain the same, while
unremitted income is to be taxed. Government officials hope to raise an additional $600 million per
year to finance increased social spending in health, housing and education. The new government
has pledged to leave foreign investment regulations unchanged and to continue the debt- equity
swaps. Chilean debt paper has increased to 66% of face value on the secondary market since the
change of government, the highest price among major Third World debtor nations. [Basic data from
La Epoca (Chile), 03/27/90; Reuters, 04/03/90]
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